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Ecuador has overcome a major hurdle in its plan for economic recovery by winning bondholder
approval for its debt- restructuring plan. Because of concern regarding the country's political and
economic stability, however, the International Monetary Fund (IMF) has delayed releasing the
second installment of an IMF loan package, which should have been disbursed in July. In September
1999, as Ecuador's economic problems worsened, the country gained the dubious distinction of
being the first country to default on Brady-bond payments, issued to resolve a previous debt crisis. It
also defaulted on Eurobond repayments (see NotiSur, 1999-10-01).
The crisis began in 1998 after El Nino storms devastated much of the country. Falling world oil prices
worsened the crisis since oil provides more than one-third of government income.
But many Ecuadorans blame the economic woes on corruption and chronic mismanagement by
former President Jamil Mahuad and on his economic policies, which President Gustavo Noboa has
largely continued.
Ecuador's debt-restructuring plan, released to investors July 27, is an effort to speed economic
recovery and reduce the crushing burden of its US$16.4 billion foreign debt, which is 92.83% of GDP.
The IMF supported the bond swap. It had said that Ecuador's foreign debt could have reached 180%
of GDP by the end of the year without restructuring. The plan calls for reducing the debt burden
by 40% through the exchange of US$6.65 billion worth of defaulted debt for US$3.95 billion in new
sovereign bonds. Ecuador is offering US$2.7 billion in 30-year bonds and US$1.25 billion in 12-year
bonds for existing Brady bonds and Eurobonds.
For the plan to go through, 85% of bondholders had to approve the deal. Proposal called unfair
Some investors were relieved by the requested debt reduction, saying they had expected a proposal
calling for a 50% reduction.
"I suspect there will be a high level of participation [in responding to the proposal]. I don't think the
market should interpret that as overwhelming support for the deal, but overwhelming coercion,"
said Robert Koenigsberger, managing director of New York-based Gramercy Advisors and a
member of the Ecuador Creditors Advisory Group. "Here's a country that unilaterally defaulted and
then unilaterally left us with a take-it-or-leave-it offer.
There were punitive implications if you didn't participate in the deal." Some private-sector
economists worried that the restructuring could set a precedent that would raise emerging
economies' cost of borrowing and block their access to funds. Other investors said the proposal was
unfair since private- sector creditors had allowed a 45% restructuring of bank debts in 1995 when the
Ecuadoran Brady bonds were created.
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"The Brady debt deal was supposed to close off this chapter once and for all," said Philip Poole,
head of emerging markets research at ING Barings. "This deal itself doesn't fix the problem," said
Javier Kulesz, Latin American strategist at UBS Warburg. "If no additional [debt] relief is given,
and they don't move forward with privatizations or there is no new oil pipeline, then they are back
asking for help in five years."
Analysts estimate a second pipeline would improve the quality of Ecuadoran crude oil as well as
increase oil revenues by US$700 to US$800 million a year. Constructing another pipeline would cost
an estimated US$700 million.

Bondholders accept offer
On Aug. 13, President Gustavo Noboa announced that the restructuring proposal had received the
necessary support. Although bondholders approved the proposal, many did so grudgingly, aware
of the risk of another default, even with the 40% debt reduction. "The likelihood of default is still
there," said Denis Jamison, head of fixed income at Lexington Management Corp., an Ecuadoran
debt holder. "They still have the same economic problems, the same social problems, and they still
have the same international political standing, which will not allow them to get a lot of support for
their debt."
Analysts at UBS Warburg said Ecuador's GDP is expected to increase to approximately US$16
billion by the end of 2001 from current estimates of US$12 billion for this year, although the majority
of that increase will result from inflation. Before the restructuring, Ecuador's debt-servicing
payments took 9% of GDP. If GDP hits US$16 billion in 2001, UBS expects Ecuador to reduce its
payments by 1.2% of GDP. Those estimates assume no change in the debt owed Paris Club nations
or current domestic debt burdens.
Despite bondholder approval, the debt swap still needs explicit support from the international
community, said Ecuador's chief negotiator Jorge Gallardo. "There is a clause in the bond-issue
statement that clearly says that if the international community does not support Ecuador's economic
plan...before Aug. 23, the investors will be able to withdraw from the proposal," Gallardo told
reporters.
The IMF said on Aug. 16 that it was encouraged by Ecuador's progress in restructuring its debt but
that it still needed to make key reforms. In a letter to Gallardo, IMF First Deputy Managing Director
Stanley Fischer said the country's recession appeared to have bottomed and monthly inflation
should fall below 1% by year's end. Fischer said the restructuring should help put Ecuador's debt
payments in line and improve relations with its private creditors. But he said Ecuador still needs to
complete certain "structural" changes.

Ecuador sets sights on Paris Club
Gallardo said that on Sept. 15 negotiators would meet Paris Club governments to discuss money
owed them. Although prospects for the Paris Club renegotiating are slim, private debt holders want
the Paris Club, which has approximately US$1.3 billion in Ecuadoran debt, to bear some of the
responsibility. "The private sector is bearing a disproportionate amount of the debt burden," said
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one major Ecuadoran-debt holder. "It doesn't look like right now the Paris Club is moving to help.
Maybe they'll change the timing of payments, but no meaningful change."

New money delayed
Meanwhile, on Aug. 10, Central Bank president Jose Luis Ycaza said Ecuador expected to fulfill IMF
requirements by late August, when the IMF was scheduled to meet, to receive a second installment
of the US$307 million loan package signed in April.
Shortly after the April agreement was reached, Ecuador received the first payment of US$114
million. Ecuador originally expected the second payment in June but the date was postponed while
the country negotiated the debt-swap deal.
The IMF warned Ecuador in July that it needed to resolve structural issues, such as making the
interest-rate ceiling more flexible and phasing out a transactions tax. The government has sent
the modifications to Congress, along with other economic measures related to the controversial
dollarization of the economy (see NotiSur,2000- 04-28). Because of the crisis in Congress, the
legislation has not been debated (see NotiSur, 2000-08-11).
On Aug. 11, Minister of Economy and Finance Luis Mancero said the second installment,
approximately US$40 million, would be made along with the third installment, although he did
not give a new date for the payment. He also said the second IMF visit to monitor the economy,
scheduled for August, had been pushed back to September. [Sources: Notimex, 08/11/00, 08/13/00;
Reuters, 07/24/00, 7/27/00, 07/28/00, 08/01/00, 08/07/00, 08/10/00, 08/11/00, 08/15/00, 08/16/00]
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